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This article deals with the need to make some changes in the
focus of policies for rural development and the relief of poverty.
After noting the limitations of the traditional approaches taken
by such policies, it is suggested (among other things) that the
territorial dimension should be incorporated in their design, and
the macroeconomic context and sectoral environment which con-
dition those policies in the case of agriculture are reviewed, with
emphasis on the structural heterogeneity of the sector and the
existence of imperfect markets (section I). The article then deals
with the limitations of traditional rural development approaches
and the need to reconsider the role of rural-urban migrations
(section II), after which it goes on to examine the links between
urban issues and rural development, highlighting the need to take
advantage of the potential  for the  establishment  of suitable
linkages between small urban communities and the surrounding
agricultural areas (section III). Finally, it addresses some aspects
relating to institutions and stresses the need for institutional
innovations to make possible public-private participation and
consensus-building at the local level (section IV).





The global and sectoral context
We are currently witnessing a process of significant
changes in the way the economies of the region oper-
ate. Deregulation of markets, liberalization of the ex-
ternal sector, privatization of public enterprises and
fiscal adjustment have been accompanied in many
countries by processes of decentralization of public
management, the election of mayors and governors
by popular vote and the delegation of areas of author-
ity to municipalities, provinces or federal states, with
growing transfers of resources and responsibilities to
the local economies in the fields of education, health
and even development. This therefore raises the need
to review traditional rural development strategies in
order to progress towards an approach of a more spa-
tial nature in which the policy context takes into ac-
count the links between small and medium-sized
urban communities and their surrounding agricultural
and rural areas.
1. The macroeconomic context
At the domestic level, the structural adjustment poli-
cies applied with varying levels of intensity in all the
countries are resulting in the redefinition of the rules
which had governed the economies of the region for
a number of decades in the past and to which the
economic agents had become accustomed. The aban-
donment of protectionist practices and growing open-
ness to external trade; the reduction of the relative
weight of the public sector and the privatization of
State-owned enterprises; the subordination of sectoral
policies to the macroeconomic balances, and the bias
towards the production of exportable goods, among
other factors, are phenomena whose effects on eco-
nomic growth, equity in income distribution and
long-term sustainability are still hard to predict.
In the agricultural sector, the immediate result
has been that the new conditions have been exploited
mainly by the agricultural enterprises with the most
suitable land for the production of exportable goods
and the capacity to gain access to credit, technology
and information on domestic and external market
conditions, giving rise in a number of countries to a
significant increase in exports, especially in non-
traditional categories. While not denying the positive
elements in these developments, this nevertheless
represents a potential risk which should be avoided
through suitable measures: the risk of accentuating
the exclusive and polarizing nature characterizing the
agricultural modernization process in the region in
recent decades, which has been concentrated in cer-
tain products, certain regions, and medium-sized and
large producers.
The changes in the international environment
and in the domestic rules of the economies of the
region mean that a sustained increase in competitive-
ness1 and its corollary, the broad dissemination of
technical progress, have become a necessary condi-
tion for growth and indeed for the very viability of
production units. In the case of the agricultural sector
of the countries of the region, these challenges have
arisen in a special context with regard to agrarian
structures and the operation of rural markets.
2. The sectoral context: heterogeneity,
imperfect markets and transaction costs
There are two main structural factors which deter-
mine the functioning of the agricultural sector in the
great majority of the countries of the region: the het-
erogeneity of their structure of production and the
presence of flaws in the credit, insurance, technology,
information, labour and other markets, or even the
absence of such markets.
One of the features which is shared by the great
majority of the countries and which derives from the
period of transition from the hacienda to capitalist
agricultural enterprises is the coexistence of business
or capitalist agriculture alongside peasant agriculture.
Because of the characteristics to which we shall refer
later, this raises complex problems for the design of
policies to provide incentives and promote the dis-
semination of technical progress, which is a neces-
sary condition for competitiveness. Whereas in
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1 In simple terms, and in the case of small producers and rural
workers with little or no land, being “competitive” means im-
proving to some extent the levels of net income derived from the
sum total of their activities.
homogeneous structures a given incentive or a valid
technological option (that is to say, in keeping with
the relative resource endowments of producers) is ef-
fective for the great majority of the production units,
in bimodal structures an incentive or technological
option which is considered appropriate for large-scale
modern business agriculture will probably not be
suitable for the family agriculture sector in the con-
text of a given set of relative prices.
a) Contrasts in the internal operating rationale
Even at the risk of repeating well-known facts, it
is important to note that both the empirical evidence
and a considerable theoretical base give grounds
for maintaining that there are marked differences be-
tween what we have called the internal operating ra-
tionales or criteria used by the two types   of
agriculture to make decisions on what, how much,
how and why to produce goods, and these are very
important for the design of strategies or policies that
aim to influence the behaviour and development of
the sector.
The differences between the behaviour of the two
types of organization are summarized in table 1,2 and
although this is not the place to embark on an analy-
sis of each of them, it is worth noting the contrasts in
the nature of the labour force and in the way of inter-
nalizing risks, because they directly affect the multi-
activity patterns typical of peasant family units.
The fact that there is a non-transferable margin
of labour in family agriculture (work by the children,
the wife, or other unpaid family members, or “free”
time of the head of household) means that this margin
is only capable of creating value within that structure
–that is to say, there is no other space in which this
available working time can be profitably used–
whereas business agriculture, in contrast, depends on
paid labour hired in the market.3
Risk considerations are also incorporated differ-
ently in the operating criteria, since whereas for an
entrepreneur it is reasonable to adopt a higher-risk
option if it is offset by higher profits, small producers
tend to avoid options with a higher element of risk,
no matter how much greater the income from a fa-
vourable outcome might be, because of the threat to
their sustainability as families and producers that an
adverse result would entail.4
These contrasts in operating rationales mean that
policies designed to bring about given forms of be-
haviour on the part of the two types of producers
cannot be identical and, hence, specific differentiated
designs are required for each sector. Thus, for exam-
ple, to take a simple example, a predictable set of the
main macroeconomic prices (interest rate, exchange
rate, wage levels), together with measures to moder-
ate possible undesired effects of them, may be suffi-
cient to determine the behaviour of modern business
agriculture, but in order to bring about given changes
in small-scale agriculture a more complex set of
measures will be required which go beyond mere ad-
justments to the effects of macro prices.
As a result of the changes which have taken
place in the rules governing the functioning of the
economies of the region and the foregoing considera-
tions regarding sectoral heterogeneity, two types of
challenges arise for the two types of agriculture, in-
volving different strategies and policies. Firstly, there
is the challenge facing business agriculture, which
runs the risk of suffering the erosion of its competi-
tiveness if it is not capable of incorporating technical
progress into the most critical links of its production
chains, since  the advantages deriving  from labour
costs and the natural resources endowment are losing
part of their importance as sources of competitive-
ness. Secondly, there is the challenge of formulating
options for the heterogeneous peasant sector (small
farmers  and rural  families with  little or  no  land),
some of whose members run the risk of losing their
status of producers, while others (the majority) are in
danger of further increasing the extent and serious-
ness of rural and urban poverty unless they can incor-
porate processes that improve the employment
options of their labour force; this must be achieved
through policies which are differentiated according to
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2 For a description of the theoretical basis for our assertions, see
Schejtman (1980) and Figueroa (1981).
3 In another study, we noted that this situation makes it possible,
under  certain  conditions and with respect  to certain  products
which are labour-intensive and do not involve economies of
scale, for these units to be potentially competitive with those
that depend exclusively or mainly on paid labour (Schejtman,
1998).
4 Lipton (1968, p. 335) asserts that while a prosperous American
farmer may prefer a 50% chance of earning either US$ 5,000 or
US$ 10,000 to the certainty of earning US$ 7,000, an Indian
peasant faced with the probability of earning 1,000 rupees as
against the certainty of earning 700 rupees that barely allow him
to feed his family nevertheless cannot put x much below 700.
the type of units concerned, on the basis of classifica-
tions of producers (or family units) which not only
take account of this heterogeneity but are also func-
tional to policy design and implementation. This
functionality means that the classification criteria
must include elements concerning the way these units
fit into the economy, while the total number of cate-
gories must not exceed the management capacity of
the public authorities.5
b) Rural markets
Agricultural activity in general and that of small
producers in particular takes place in an environment
in which the behaviour of the credit, insurance, tech-
nology, information and labour markets –as noted by
Sadoulet and de Janvry (1995, p. 254)– is far from
that of a “standard Walrasian economy” which as-
sumes that all markets do exist, including the credit
and risk markets, and that the equilibrium prices de-
termined by these markets apply equally to all par-
ticipants. In the less developed countries there are
many market flaws, either because the markets do not
exist or because the transaction costs6 associated with
access to them are so high that it is more advanta-
geous to the agents to effect transactions through in-
stitutional arrangements other than those of the
market. This characteristic gives rise to forms of in-
stitutions and inter-agent relations with special fea-
tures which distinguish them from the more formal
institutional mechanisms in the markets in question.
As noted later in this article, the generation of differ-
ent forms of linkages between small producers and
other agents is often a response to the absence or
inefficiency of one or more markets.
An  example of this is the obstacles faced by
small producers who have potential resources for
growing crops of higher value.
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5 For some ideas on the design and implementation of differen-
tiated rural development policies, which  we do not have the
space to analyse in detail in this article, see ECLAC (1982), de
Janvry, Gordillo and Sadoulet (1997) and FAO (1997).
TABLE 1
Differences between the features of
peasant and business agriculture
Aspect Peasant agriculture Business agriculture
Objective of production Reproduction of the family and of the Maximization of profits and capital
production unit accumulation
Origin of labour force Basically the family, with occasional mutual Wage labour
exchanges with other units; exceptionally,
wage labour in marginal amounts
Employment commitment of the Absolute Non-existent, except when legally obliged
head with the labour force
Technology Intensive use of labour, low density of Higher capital density per asset and
“capital” and purchased inputs per day higher proportion of purchased inputs
of work in the value of the final product
Destination of product and origin of inputs Partly the market The market
Criterion regarding increase in labour Maximum total product, even at the cost Marginal productivity higher than wage
of a lower average product. Limit: zero paid
marginal product
Risk and uncertainty Non-probabilistic avoidance: survival Probabilistic internalization, seeking
algorithm profit rates proportional to the risk
Nature of the labour force Non-transferable or marginal value of Uses only transferable labour, in the light
labour of their skills
Components of net income or product Indivisible family product or income, Wages, rents and profits, exclusively
partly in kind monetary
Source: Schejtman, 1980.
6 We will deal with the concept of transaction costs later.
i) Credit. While basic grains can be cultivated
with amounts of inputs which are in keeping with the
financial resources of peasant families, commercial
crops almost always demand outlays on inputs and
even on additional labour which are far beyond the
possibilities of the units and represent a formidable
barrier to progressing to products of higher value,7
even though the activity in question may amply jus-
tify the credit needed.
ii) Insurance. As already noted, small producers
internalize risks in a manner which is different from
that typical of medium-sized and large enterprises.
They need formulas which reduce the risks involved
in  embarking  on  the production  of non-traditional
crops, since these involve higher direct costs, are more
susceptible to factors that affect quality or yields and
to greater price fluctuations, and are also of no direct
use for family consumption. As they do not have the
capacity to insure against them, small producers often
result to  various mechanisms to face the risks in-
volved, such as the sale of assets (livestock), the rent-
ing out  of their land,  diversification of crops, the
cultivation of crops which are less subject to fluctua-
tions although they give less income, work away from
the farm, emigration, and agreements with buyers.
iii) Information. Access to information on tech-
nological options, the types of products for which
there is a demand and the corresponding quality re-
quirements and prices, alternative intermediation
channels, restrictions on the use of certain inputs,
etc., is increasingly important for determining the
success of an activity. Normally, only the segment
made up of modern producers possesses this informa-
tion, which is in the hands of the agroindustrial enter-
prises. The segmented nature of the information
markets means that this information only reaches
small producers through buyers or intermediaries,
since the cost of acquiring it is beyond their possibili-
ties and is even beyond those of their cooperatives.
iv) Specialized technology and inputs. The mar-
ket for a number of the inputs or services used in the
production of non-traditional crops is generally too
narrow, so that, for small producers, access to it can
only be gained through some form of agreement or
association with agroindustry or agro-trade. This is
so, for example, in the case of new seed or plant
varieties, changing requirements with regard to agri-
cultural chemicals, or new storage and packaging
techniques.
v) Land. The land market continues to be too
rigid to adjust supply and demand; for a long time it
was subject to legal restrictions, even in countries
which did not carry out major agrarian reform proc-
esses. In recent years, these restrictions have tended
to be relaxed with the explicit intention of promoting
the development of that market, but its dynamism has
been influenced more by speculative considerations
than by the value of land as a production resource. In
the case of small farms which their owners are reluc-
tant to sell or rent, mechanisms which take the place
of sale or rental have arisen in order to make possible
the initiation or expansion of some particular form of
activity, such as the various types of contract agricul-
ture.8
vi) Labour. The labour market in rural areas has
special features deriving from the multi-active nature
of small producers, which permits the payment of
lower wages for similar activities than those paid in
urban areas; the isolation or dispersion of rural workers
with respect to means of transport, which limits their
mobility; the seasonal nature of agricultural activities,
which, because of the need for flexibility, impedes the
expansion of permanent jobs; certain forms of interme-
diation (advances) which reduce the transparency of the
remuneration received, and the lack of information
on available opportunities, among other factors.9
With regard to market flaws, a recent document
by the FAO (1997), as well as examining the implica-
tions for agriculture of the changes in the macro-
economic environment, proposes some sectoral policy
options compatible with the market and transitional
mechanisms for bringing them into effect, such as
price bands, export promotion, transfers of income to
small producers (instead of production subsidies), or
the promotion of contract agriculture, as responses to
one or more of the market problems described.
c) Transaction costs
Transaction costs are those which an agent has to
pay, over and above the price of the good or service
he is acquiring, in order to try to ensure that it corre-
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7 The costs per hectare of many non-traditional crops may be 10
or more times greater than those of basic grains.
8 See, in this respect, Schejtman, 1998. Another of the conse-
quences of the rigidities observed in this market is that they limit
the scope of processes of market-based redistribution in favor of
small producers, such as those initiated in Brazil and Colombia.
9 For a more detailed analysis of these markets, see Figueroa,
1998, pp. 96-104.
sponds to his expectations; thus, they include the
costs of searching, information and supervision, and
ensuring fulfilment. According to Sadoulet and de
Janvry (1995, pp. 255-256), if trade exchanges in-
volve incentives for opportunistic behaviour by the
parties which may result in adverse selection or
moral hazard, avoiding them entails high costs. The
first of these involves ex ante costs of preselecting
candidates, while the second involves ex post costs
for follow-up, legal action and measures to secure
fulfilment.
On the one hand, market flaws and their effects
on transaction costs are phenomena exogenous to the
family unit, which may be seen as structural barriers
to their access to certain markets; on the other hand,
they become endogenous determinants of choices be-
tween sale and home consumption or between out-
side employment and self-employment when there is
a gap –generated by transaction costs– which means
that the cost of buying something exceeds its sale
price or that net productivity exceeds the remunera-
tion  plus  transaction costs of seeking employment
away from the farm.10 Likewise, it may  be that a
farmer opts for informal credit instead of a bank loan,
even though the latter may be available at a lower
rate of interest, if the transaction costs of obtaining
credit from a bank, plus the interest rate, exceed the
cost of informal credit.
According to Benedicty,11 the price gap can be
narrowed by reducing the specific transaction costs
facing the unit. If this assumption is true, we must
immediately acknowledge that we know very little
about the structure of transaction costs. We must also
acknowledge that the conventional approach –that is,
models positing a structure of effective interest rates,
land rents and wages that only vary as a function of
the size of the farm– is based at best on purely ab-
stract approximations. An urgent effort is needed to
collect information at the level of the family unit on
the structure and determinants of transaction costs:
undoubtedly quite a challenge.
Market flaws or transaction costs give rise to
“linked transactions” which make it possible to get
round these problems through exchanges in which
access to a product, a service, employment or some
form of insurance becomes part of a single broader
operation,12 in clear contrast with the anonymous and
systemic  interdependence  of economic  activity (in
the respective competitive markets) posited by
general equilibrium theory (Bardhan, 1991, p. 237).
Although there may be a clear awareness, in very
generic terms, of the existence of market and govern-
ment failures  which  result in transaction costs for
family farms, when they actually occur they have
special local features, so that their detection and
possible solution must be approached at this level.
General formulas are just guidelines for focussing the
areas of observation: in contrast, only the local-level
analysis of the nature and specific magnitude of their
effects can serve as a reliable guide for action.
II
Traditional rural development approaches
1. The main limitations
If we understand rural development policies or strate-
gies as being a set of actions designed to improve the
living and working conditions of the rural population,
and especially of small producers and labourers with
little or no land of their own, we can see that the
traditional approaches taken by such strategies suffer
from a number of limitations, as noted below.
i) They take no account of the high degree of
heterogeneity which is characteristic of small-scale
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10 This is not the place to analyse in detail the theoretical bases
for these assertions. See, in this respect, Sadoulet and de Janvry,
1995, pp. 149-159.
11 In a comment by M. de Benedicty on an earlier version of this
paper.
12 The absence or imperfect nature of certain markets for small
producers is often “solved”  through complex arrangements be-
tween agents, as in tomato production in the Ica Valley of Peru,
where agroindustries rent land from the peasants, who then work it
on behalf of the enterprise. For the peasants, the wages paid make
up for the lack of credit for growing crops, which, together with
the lack of access to technology and insurance, prevents them from
growing tomatoes on their own account, while for the enterprises
this conditional form of rental makes it possible to overcome the
rigidities of the land and labour markets (ECLAC, 1996b).
agriculture and, hence, of the need for policies differ-
entiated according to  the type  of producer, which
have only recently, and in a very partial manner,
begun to be adopted explicitly by some countries of
the region.
ii) They are centered on agricultural activity,
without taking account of the multi-active nature of
the family units, despite the importance of work
away from the farm for the functioning of the agri-
cultural activity itself, as an important source of sup-
plementary income and a part of the mechanisms for
coping with the risks inherent in agricultural produc-
tion,13 and in particular they fail to take account of
the importance that non-agricultural rural employ-
ment has been assuming (a matter which we will deal
with later).
iii) They do not take action, or do so only in a
fragmentary or sporadic manner, to correct (or rather
to make up for, not always successfully) the market
flaws or total absence of markets which are frequent
among small producers (with regard to information,
technology, inputs and products, and secure credit).
iv) Except in a few cases, they do not consider
agricultural production in the context of its linkages
with other agents in the primary production-
agroindustrial processing-marketing chain, thus
wasting (among other things) the opportunity to
induce agroindustry to play the role of an agent for
the spread of technology to particular segments of the
small farming sector.14
v) At the local government level, they are unable
to adapt the centrally formulated strategic proposals
or policies to the specific potential and limitations of
each local area.
vi) In a broader sense, they do not take account
of the potential effects on changing agricultural pro-
duction patterns and the living and working condi-
tions of the rural population that can be achieved
through the development of particular forms of link-
ages with the urban communities with which small
producers and rural dwellers interact.15 Exceptions to
this are the recent studies by Paniagua (1994 and
1997) on Bolivia and Peru, respectively, and by
Riordan (1997) on Peru, which bring out the potential
of an approach of this type for rural development and
the relief of poverty.
2. Migration and rural development
One of the explicit or implicit objectives of rural
development has often been “to avoid rural-urban
migration” on grounds that, in the most highly
ideologized versions, idealize the rural environment
in contrast to the satanic urban world, while the other
objectives are based on social cost and benefit con-
siderations.
The processes of hyper-urbanization which have
marked most of the countries of the region since the
1950s may perhaps have justified the anti-migration
bias of many rural development proposals, but this
has not prevented the changes in spatial population
distribution –with a decrease in the relative weight of
the rural and agricultural population– from continu-
ing to follow a “natural” tendency which only coer-
cive measures or costly conservative policies can
prevent.16 If we admit that rural-urban migration is
going to continue, then the central question is: what
type of incentives need to be generated in order to
redirect these migratory flows along a course which
is more favourable to rural development?
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13 In a  study on  Ecuador it was estimated that income from
sources other than agricultural production accounted for be-
tween 80% of total income, in the case of peasants with less
than one hectare  of land, and 30% in the case of those with
between 5 and 20 hectares (de Janvry and Glikman, 1991), while
in another study, on Mexico, it was estimated that off-farm in-
come accounted for an average of 36% of the total, ranging from
58% for peasants with less than 2 hectares to 24% for those with
over 18 hectares (de Janvry, Gordillo and Sadoulet, 1997).
14 See, in this respect, the series of studies on Agroindustry and
Changing Production Patterns in Small-scale Agriculture which
were prepared under the ECLAC/FAO/GTZ agreement for a
number of countries of the region and which are summarized in
Schejtman (1998) and ECLAC (1996a).
15 Even the so-called integral rural development strategies have
been restricted to the activities of small producers as agricultural
workers and to the linkages they have with their environment in
that limited capacity; although the studies on “survival strate-
gies” do take some account of urban activities when analysing
employment and income options, their examination of the poten-
tial of such linkages is confined to that restricted field.
16 Generally speaking, a significant part of the “agrarian” move-
ment, in both its most populist or peasant-oriented versions and
those of a more developmentalist nature, implicitly or explicitly
justified its proposals (at least in part) as being designed to
check rural-urban migration, refusing to acknowledge that “mi-
gration from rural areas is one of the basic elements of economic
development: it is necessary, obligatory and positive. If the sur-
plus population did not emigrate from rural areas it would be
impossible to embark on the modernization process…” (Vergara,
1992, p. 184).
In this connection, it is worth mentioning –albeit
very briefly– some of the positive effects that such
migration can have on rural development, because of
its potential direct or indirect contribution to family
income, changing production patterns in small-scale
agriculture, and the solution of problems of poverty
and environmental deterioration:
i) With regard to income, those who migrate
generally do so in search of better income opportuni-
ties than those offered by agricultural activities: in
this sense, the frequent assertion that migrants end up
by swelling the mass of urban unemployed does not
appear to be empirically justified, as details regarding
a number of Latin American cities show.17
ii) With regard to changing production patterns,
migration aids the agricultural modernization process
in various ways. Firstly, because (other things being
equal) it raises the productivity of those who remain
by improving the ratio of land area per active person
(provided that those who migrate do not consist of
the most productive elements, leaving behind only
children and old people), and in some circumstances
it can improve resource allocation. Secondly, because
–as shown by many examples of changes in small-
scale agriculture– it is often the migrants who induce
such changes by bringing information and ideas that
can only be acquired in the urban environment.
Thirdly, because –especially in areas where the hold-
ings are very small and the possibilities of making
more intensive use of labour are very limited– migra-
tion may be a necessary condition for continued sur-
vival and may help to subsidize agricultural activities
with income earned away from the farm. Fourthly,
off-farm income may help to solve (or at least re-
duce)  the difficulties that small  producers have in
adopting the innovations that are open to them be-
cause of the lack of a surplus to cover the cost and
the impossibility of taking the risks that all innova-
tion involves.
iii) With regard to poverty, it may be noted that
in almost all the countries of the region there is usu-
ally a close correlation between the degree of rurality
of a given administrative area or locality and the level
of poverty in it; moreover, family sizes and rates of
dependency are higher in rural than in urban areas,
and there is also a bigger gap between actual and
desired fertility, as the relevant studies show.18
iv) With regard to environmental problems, it is
a well known fact that the higher the ratio of inhabi-
tants to land area, the greater the tendency to make
intensive use of steeply sloping land, to deforest mar-
ginal areas, and to intensify the cultivation of rain-fed
areas, resulting in various types of environmental
deterioration. On the other hand, migrations to the
big cities also give rise to environmental problems.
Estimates by Jeffrey and others (1989) indicate that
80% of the Latin American poor live in urban or rural
areas of high ecological vulnerability, and 24% live
in urban areas.19
In the light of these considerations with regard to
migration, rural development and poverty, it is clear
that the latter two aspects need to be dealt with in a
broader context than that provided by a strictly agri-
cultural or purely rural framework.
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17 Estimates made in the late 1960s indicate that in Lima and
various cities of Colombia the unemployment rate among mi-
grants was quite low: lower, in fact, than among non-migrants.
In Santiago, Chile, the rate of unemployment among male mi-
grants was 4.6%, while it was 7.2% among the established urban
population. In Mexico City, even though few migrants had ar-
ranged employment before migrating, 46% found work within a
week, a further 30% found jobs within a month, and two-thirds
of the total gained substantially in terms of income.
18 A number of population and health surveys made in various
countries show that: “the level of fertility desired by families is
almost 40% lower than their effective fertility…”; the lower the
economic and social level of the family, the greater the gap
between their effective and desired levels of fertility, which in-
dicates, on the one hand, that there is a by no means negligible
margin for reducing the further growth of poverty and, on the
other, there is a need to design more efficient methods of infor-
mation than those currently used, in order to bring effective
fertility closer to the desired level. Furthermore, 80% of adoles-
cent mothers in urban areas and 70% in rural areas belong to the
poorest 50% of households (ECLAC, 1998, pp. 114-125).
19 For a critical view of the effects of migration, which stresses
its effects on the inter-family income distribution in an area and
is in opposition to the views presented here, see Lipton, 1980,
pp. 1-24.
III
The urban dimension and rural development
The classic paradigm on the role of agriculture in
development processes (as set forth by Johnston and
Mellor, for example) centered on the expected contri-
bution of agriculture to development in general and
urban-industrial development in particular, stressing
that this included the transfer from rural to ur-
ban areas of savings, labour force, food, foreign ex-
change, etc. However, the opposite question has
rarely been asked: what contribution could or should
urban development make to agricultural develop-
ment? At this point in time, it seems desirable to note
that on the one hand the disparity between the devel-
opment of the big cities and rural areas, no matter
how it is defined, is extremely serious and shows no
signs of  diminishing, while on the other hand the
rapid increase in urban-rural linkages is beginning to
blur the limits between them (Da Silva, 1998).
This prolonged failure to take any account, in
policy formulation, of the role that urban areas could
play in the development of rural areas occurred even
though studies on economic or agrarian history, when
dealing with the links between the formation and de-
velopment of urban-industrial areas and agricultural
development, highlighted the fact that in countries of
early or late industrialization which had relatively
homogeneous agricultural structures there were virtu-
ous circles of reciprocal demand between agriculture
and industry in the initial phases of industrialization.
At the beginning, there was a demand for simple con-
sumer and producer goods on the part of a relatively
homogeneous mass of small and medium-sized agri-
cultural producers, which led to the appearance of
domestic manufacturing enterprises to satisfy that
need, but the development of the latter enterprises
generated, in turn, a growing demand for food and
agricultural inputs, giving rise to increasingly sophis-
ticated consumption patterns and production techniques
and, last but not least, the emergence of an extensive
range of entrepreneurs (Jones and Woolf, 1969).
This growth pattern contrasts, in every one of its
aspects, with that displayed by societies where, at the
beginning of their industrialization processes, the
countryside was dominated by the hacienda or plan-
tation system, because of the effects of the latter on
the distribution of power, accumulation patterns, the
bias in their paths of technological change, and the
limitations faced in the generation of a critical mass
of entrepreneurial capacity (Schejtman, 1997, p. 127).
The studies by Hirschman (1961) on forward and
backward linkages and by Myrdal (1962) on circular
causalities are essential sources for analysing the
links between urban development and its surrounding
rural environment, while the proposal by Evans
(1992) of a model for a “virtuous circle” of urban-
rural development is a micro-level replica of the
process in question. Despite its qualities, however,
the main weakness of this proposal is that it does not
take into account the fact that this process does not
start from zero or in a context of homogeneous
agrarian structures but, on the contrary, takes place in
a context of highly differentiated production and
social structures.
Another neglected aspect, linked with the fore-
going, has been that of the space or territory in which
economic activity is carried on. As Krugman (1997,
p. viii) notes, although this is a matter of obvious
practical importance it has been completely absent
from the standard corpus of economic theory and, we
may add, from our own studies too.20 The same
author (ibid., p. 41) notes that spatial models of eco-
nomic activity (which had their origin in Von
Thünen’s studies at the beginning of the last century
aimed at explaining the formation of land rents as a
function of distance from an urban area) , as well as
Christaller’s studies at the beginning of the present
century on “central places”, aimed at analysing the
location of manufacturing activities and   markets
with respect to a given homogeneous agricultural
population, went unnoticed in the mainstream eco-
nomic literature until well into the 1950s. Their influ-
ence on economic geography and “regional science”
is undeniable, however, and was rescued by Krugman
in what has come to be called the “new economic
geography” (Renkow, 1998).
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20 Carlos Franco reproached researchers on rural problems for
the small number of studies designed to link the agrarian ques-
tion with migration, urbanization, micro-regions and the urban
informal sector (Franco, 1992, p. 395).
1. Urban development and rural change
In recent years, a debate has been growing up in
“regional science” circles on the functional integra-
tion proposal, versus the location-allocation proposal,
centered basically on the development of methods for
determining the location of services and infrastruc-
ture in urban areas that can serve as inductors of rural
development. Although this is not the place to go into
these proposals in detail,21 we may note that while
the latter proposal takes actual or potential demand as
its main criterion and does not take account of the
problems deriving from unequal distribution of in-
come, the first of these proposals seeks to generate
linkages from the urban area to its surrounding rural
environment through the supply of services and infra-
structure, starting from the assumption that in most
developing countries the problems of polarized
spatial development were the result of skews in the
distribution of national investment, so that their so-
lution would call for corresponding skews in favour
of secondary urban areas (Rondinelli, quoted by
Hansen, 1990).
The functional integration approach comes closer
to tackling the problem of strengthening the positive
linkages between small urban communities and the
surrounding rural areas, but unless it takes account of
the heterogeneity of the agricultural production struc-
ture this approach does not ensure that its benefits
will be accessible to small producers, unless the char-
acteristics of the services and infrastructure are de-
fined in the light  of the restrictions or needs that
affect those producers. This is noted, for example, by
Johnston and Kilby (1975) in their excellent study on
agriculture and structural change, which explores the
contrasts between the forms of development based on
bimodal and unimodal agricultural structures.
There is broad agreement among different ana-
lysts, however, that the strengthening of urban-indus-
trial  areas benefits agricultural development. They
note that the cities have been an important source of
generation and dissemination of agricultural technol-
ogy (Jacobs, 1970); that the capital, inputs, labour
and product markets tend to be less imperfect in the
urban-industrial environment, and that, as a spillover
effect, neighbouring agricultural areas can enjoy greater
mechanization, less surplus labour, better prices for
their products and, ultimately, better remuneration for
their work (Schultz, 1953; Katzman, 1974).
According to Schultz, i) economic development
(usually) takes place in a specific location matrix, and
there can be one or more such matrices in a particular
economy; ii) those location matrices are primarily of
an urban-industrial nature, as centres where economic
development originates, and not normally of a rural
or agricultural nature, even though some agricultural
areas are better placed than others with respect to
those centres; and iii) the existing economic organi-
zation works better at the centre of the development
matrix or close to it, or in those agricultural areas
more favourably located with respect to that centre;
it does not work as well in areas located on the
periphery of the matrix (cited by Bhadra and Salazar
Brandao, 1993).
In an estimate made for the state of São Paulo of
the correlation  between  per capita added  value in
manufacturing and certain changes in the agricultural
structure, it was found in two periods that there was a
positive correlation with the percentage of arable land
used, the number of tractors and pickup trucks, the
use of fertilizers and pesticides per hectare, the
density of machinery per worker, and the output per
hectare and per worker; in contrast, the correlation
with the amount of land per worker was negative or
neutral (i.e., this does not appear to affect the degree
of concentration).
For his part, Vergara (1992, p. 190) demonstrates
the link  between rurality and agricultural  modern-
ization for Peru, in a classification of communes into
different strata (see table 2).
2. Non-agricultural rural employment
a) Its size and importance
To  the best of our knowledge, the first study
seeking to explore the size and characteristics of non-
agricultural rural employment (NARE)22 in Latin
America is that prepared by Klein (1992) for the Re-
gional  Employment Programme for  Latin America
and the Caribbean (PREALC) of the International
Labour Organisation (ILO). This study shows that in
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21 See, in this respect,  the series of articles that appeared in
International Regional Science Review (1992a and b) and also
Belsky and Karaska, 1990, pp. 225-240.
22 Non-agricultural rural employment is that involving rural
residents who  work  in activities other  than agriculture (com-
merce, construction, industry, services, etc.), while urban agri-
cultural employment is that involving urban residents working
in agricultural activities in the surrounding rural area.
the 1980s, in almost all the countries, NARE grew
significantly faster (3.4% per year) than agricultural
employment (0.8% per year), that is to say, even
faster than the growth rate of the economically active
population of the region. Klein also notes (ibid., p. 2)
that in 12 of the 18 countries for which informa-
tion is available NARE increased more rapidly than
total employment, and in eight countries it even grew
faster than urban employment23 (figure 1). As regards
the structure of NARE, Klein notes that it is similar to
that of the urban non-agricultural labour market in
terms of the relative shares of each sector of activity
(ibid., p. 7).
More recent data on various countries confirm
these trends in the region: Da Silva (1998, p. 19)
notes that in the period from 1992 to 1995 the rural
economically active population in Brazil grew by al-
most 200,000 persons, whereas the agricultural popu-
lation proper went down by nearly 250,000, which
means that over that period NARE absorbed nearly
450,000 persons. This author also notes that whereas
NARE grew by 1.2% per year in the 1980s, in the first
half of the 1990s its annual growth rate was almost
three times as much (3.5%). In contrast, the agricul-
tural economically active population, which grew in
the 1980s by nearly 1% per year, went down at the
rate of 4.5% annually in the 1990s (ibid., p. 23). As
regards the occupational structure of NARE, Da
Silva’s results coincide with those of Klein.
In  tabulations made on  the basis of  the 1994
household survey, Escobal (1996) shows that in the
rural sector of Peru almost one-third of the days
worked on primary and secondary activities are de-
voted to non-agricultural activities: a proportion
which tends to go down in proportion to the land area
available to families with less than 5 hectares and to
go up as the average levels of education of the house-
hold members rise. Moreover, two-thirds of the days
worked by the 8% of rural households headed by
non-farmers –which undoubtedly consist of a hetero-
geneous mix  of labourers and employees– are de-
voted to non-agricultural activities.
In a study based on samples of households in the
reformed (ejido) sector in Mexico, de Janvry, Gor-
dillo and Sadoulet (1997) estimated that in the case of
the smallest units (less than 2 hectares), income from
off-farm activities accounted for 82% of the total,
with almost 48% coming from wage labour and mi-
cro-enterprises. In the bigger units, such income
came to almost 45% of the total. Migration was vital
for the smallest producers, since it accounted for
almost a third of their total income. Comparison of
the results obtained from the samples in 1994 and
1997 (i.e., with only three years’ difference) showed
a tendency towards an increase in the relative weight
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23 Except in Bolivia (where agricultural employment grew at the
rate of 1.8% and NARE at 1%) and Uruguay, where both went
down but NARE did so faster.
TABLE 2
Peru: Urbanization and agricultural modernization, 1972
Hectares Mechanization Fertilizer use Agricultural Rural
per capita % % EAP, % population, %
Stratum I 0.52 1 11 77 80
Stratum II 0.77 4 16 64 65
Stratum III 1.13 21 36 35 29
Stratum IV 1.83 46 32 6 4
Source: Vergara, 1992.
FIGURE 1
Growth rates of rural employment























of  non-agricultural income, especially  from own-
account work and micro-enterprises. On the basis of
this information, Lanjouw (1998, p. 20) considers that,
for a given size of family unit, the higher the propor-
tion of its members engaged in non-agricultural
work, the lower is the likelihood that the family will
find itself in a situation of poverty.
In the case of El Salvador, the World Bank
(1997) has estimated that approximately 36% of the
rural economically active population is engaged in
non-agricultural activities: almost double the propor-
tion registered in the mid-1970s. In the case of
women, the proportion engaged in NARE is nearly
72% (World Bank, 1997, p. 9, viii). Once again, the
structure of NARE confirms the findings of Klein,
since almost 30% are engaged in various manufactur-
ing activities, 20% in construction, 23% in trade and
transport, 22% in relatively unskilled services, and
5% in services of a higher level of skill. The World
Bank study concludes that the least poor families in
rural areas are those that have substantial access to
non-agricultural employment, that access to better
jobs is strongly linked with educational levels, and
that the availability of infrastructural services signifi-
cantly influences the supply of NARE.
For Ecuador, Lanjouw (1998) estimates that in
the mid-1990s over 40% of the income of rural
households came from non-agricultural activities, in
which micro-enterprises played an important role,
generating almost 900,000 jobs, or nearly 60% of the
total rural labour force of that country. Moreover,
there was a clear correlation between family income
levels and the proportion  of them  that came from
NARE, in which micro-enterprises accounted for the
major part: such enterprises employed an average of
1.8 persons, and over 60% of them were located in
the homes of the producers themselves (ibid., p. 16).
As in the preceding cases, educational levels were a
key determinant  of the  likelihood  of operating  a
micro-enterprise, and access to electricity and tele-
phone services were also important factors in deter-
mining the establishment of such units.
To sum up, then, NARE plays an important and
growing role in absorbing the rural labour force; it is
a means of relieving poverty that agriculture alone
cannot offer; it makes it possible to stabilize income,
making up for the seasonal nature of agricultural pro-
duction and employment; and it makes it possible to
diversify sources of income, thus reducing the effects
of the risks which are inherent in agriculture. Access
to better NARE options is strongly dependent on levels
of education, infrastructural development (energy,
roads, telephones), and sex,24 since men have access
to better-paid activities than women.
b) Determinants of the development of NARE
The markets which must be taken into account
when considering urban-rural linkages in general and
those determining the structure and characteristics of
NARE in particular are the markets for: labour, capital,
products, and inputs, including the aspects relating to
information and the risks involved in participating in
them.
As Renkow (1998) points out, these markets de-
lineate the “field” on which the rural-urban linkages
are established. Within this field, the rules determin-
ing the location of production units are economies of
scale in production, the demand structure (and related
external pecuniary economies), and the costs deriving
from distance; it could therefore be expected that the
scale of production of non-agricultural enterprises will
be lower in proportion to their economic distance from
the major urban centres, which includes both their
physical distance and the range of market-negotiated
transaction costs mentioned earlier.
A recent study by Reardon (1998) analyses the
determinants of the level and composition of NARE
through a series of stylized factors which correspond,
broadly speaking, to the conditions existing in a
number of developing countries and which are repre-
sented very schematically in figure 2, although a de-
tailed analysis of this approach is outside the scope of
the present study.
3. The urban-rural linkage approach
No-one questions the fact that hyper-urbanization has
undesirable implications and that it is right to further
the application of strategies to reduce it or at least
slow down its growth. If we accept the hypothesis
that urban development stimulates rural development,
or can do so in certain circumstances, however, what
we should do is make a critical appraisal of whether
the present urban settlement pattern does indeed help
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24 In connection with the question of poverty, it may also be
noted that better education for women and their access to possi-
bilities of NARE reduce fertility levels, thus bringing actual fer-
tility closer to the desired levels.
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FIGURE 2
Determinants of investments with rural linkages
RURAL AREA a
Size of geographical area and population
Natural resource endowment
Patterns of agricultural and non-
agricultural activities






Degree of concentration of economic National and local macro-
Size and composi- activities economic and sectoral
tion of internal Types of production units policies: adjustment,
and external Market structure decentralization, investment
demand Technology, including biases in infrastructure, legal and
Institutions regulatory framework
DETERMINANTS OF INVESTMENT
Incentives and business capacity to
embark on activities with linkages
INVESTMENTS WITH FORWARD
AND BACKWARD LINKAGES IN
THE RURAL AREA
Made on the basis of separate decisions, not
as marginal increments
DECISIONS ON SOURCES
OF INPUTS OF RURAL SCALE AND TECHNICAL
ORIGIN, BOTH BIAS IMPLICIT IN THE





a Excluding only the big cities.
to promote such development25 or, in a positive
sense, what measures should be promoted in order to
make the potential beneficial effects materialize.
Rethinking the problems of rural development
means putting them in the context of the development
situation of the local economies, that is to say, plac-
ing emphasis on the economic linkages between the
urban communities and their agricultural hinterland
and analysing the way the different markets, frag-
mentary or not, fit in with each other at that level.
Only in this way is it possible to tackle the questions
of changing production patterns, poverty and the en-
vironment with the degree of detail needed to ensure
the efficacy and participation within a given institu-
tional framework referred to later in this article.
This type of approach may be expected to achieve:
i) an understanding that the local economy operates as a
set of interlinked markets and an awareness of its
flaws, missing elements, and the formal and informal
means of filling those gaps; ii) the formulation, on the
basis of that understanding, of policies that will foster
virtuous circles of reciprocal demand between the urban
areas and their agricultural hinterland in a broad
range of activities; iii) the identification and correc-
tion of the bottlenecks that exist in the production-
distribution chains, or the absence of vital links that
could be made good through specific incentives, and
iv) the promotion of local-level chains of institutions
which are functional to the development of those vir-
tuous circles, breaking away from the compartmen-
talization typical of public sector organization in
order to take advantage of synergies in the fields of
infrastructure, transfer of technology, health, educa-




The structural heterogeneity of agriculture, the nature
of rural markets, the differences between the different
rural areas in terms of potential and constraints, and
the special features of their links with different types
of urban areas call for the application of a territorial
approach to rural development. This means further-
ing institutional changes   that will increase the effi-
cacy of public action in this connection and taking
measures designed to take account more precisely of
the differences in potential, demands and constraints
that can only be perceived at the local level.26
The processes of decentralization and deconcentra-
tion of resources, which have become part of the poli-
cies of most of the countries in the region,27 represent a
first step towards the necessary institutional changes,
but in many cases the compartmentalized nature of pub-
lic functions at the central level tends to be reproduced
also at the municipal level, with the aggravating feature
that the levels of training of the technical teams are not
usually high enough to ensure that they can increase
the efficiency and efficacy  with which the greater
public resources placed at their disposal are used.28
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25 Referring to Peru, Vergara (1992, p. 186) notes in this respect:
“in reality, the most disastrous feature of migration in the region
was that the peasants of the Sierra did not migrate to cities in
their own region, but migrated instead to the coastal cities. As a
result, the modernizing effect of urbanization was monopolized
by the coastal areas. Location rents favoured the peasants of the
coast and not those of the Sierra; services were provided for
coastal dwellers and not those living in the Sierra, and the mod-
ernization of mentalities, of the social relations of production
and of technology by-passed the Andean areas. Without cities,
the Andean area vegetated in the past.”
26 By “institutions” we mean not only those connected with the
public sector but the whole set of rules of behaviour that mould
and shape social interaction. This concept includes both formal
rules (laws, regulations, contracts) and those of an informal na-
ture (customs, shared values, tacit conventions). The common
feature of all these is that “they involve rules that delimit behav-
iour in a given field, giving rise to regular patterns of behaviour
of the agents” (Yifu and Nugent, 1995, p. 2307). In the rest of
this article,  however,  we  will concentrate on  efforts to bring
about changes in the public institutions that can also give rise to
changes in public-private interactions.
27 Mention may be  made in this respect of Chile, Colombia,
Mexico, Peru and  Venezuela,  which  have  embarked on quite
extensive processes of this type, as well as of Bolivia, which
adopted the People’s Participation Act in 1994 and the Decen-
tralization Act the following year.
28 Von Haldenwang (1997) has made an interesting analysis of
the links between the decentralization process in Latin America
and the structural adjustment phase, with emphasis on the ele-
ments of efficacy and legitimation.
Such compartmentalization and the insufficient
technical level are both obstacles to fully exploiting
the potential offered by the establishment of stronger
links between medium-sized cities and their agricul-
tural hinterland.
1. Development of local institutions
Strengthening the management capacity of the local
authorities in order to further a policy of greater par-
ticipation at the level of the local economy is the
main task to be carried out in the field of the develop-
ment of institutions, because at the local level: i) the
special nature of the development needs, constraints
and  potential of  the  area can be  seen much more
clearly; ii) the possibilities of turning the organized
participation of the population in question into a
“resource” or “social capital” requires “small territo-
rial areas and institutional interlocutors who are very
close” (Borja, 1987, p. 56), and iii) it is much more
feasible to make possible social control (for sustain-
ing or redirecting policies) by those at whom public
actions are aimed.
The creation of suitable conditions for participa-
tive management depends on three interrelated com-
ponents: changes in the organization of the public
machinery in order to strengthen urban-rural links;
stimulation of the development and strengthening of
the organization of the inhabitants of the urban area
and its hinterland who are to be benefitted by such
policies; and the need to provide the new form of
organization with the means to permit the interaction
of the different levels of  public agents, both with
each other and with the organizations representing
the local population.
Within the population, the establishment and
strengthening of homogeneous and representative
local-level organizations should be promoted. The
organizations should be homogeneous in the sense
that the interests behind them and the problems they
tackle are reasonably similar, in order to avoid spuri-
ous forms of representation.
With regard to the public machinery, efforts
should be made to ensure sustained advances in the
processes of decentralization of public management,
deconcentration of human, material and financial re-
sources, local-level integration of functions (usually
dispersed and fragmented) offering potential syner-
gies, and training of local public officials.
With regard to  equipment, once the organiza-
tional bases have been laid,29 it is necessary to pro-
gress in the provision of the resources needed to
establish an  interactive  information/communication
network to link each locality with the municipality, to
link the latter with the region, and to link the region
with the administrative centre. This will make it
possible to take advantage of information technology
–a term referring to the integration of microelectron-
ics with telecommunications and computers–, whose
cost has gone down dramatically in recent decades.30
It may be noted that a number of countries have al-
ready begun to use the Internet as a rural develop-
ment tool (see FAO, 1997).
2. The new institutional structure and the local
economy
Understanding the potential and constraints of the lo-
cal economy and the demands and capabilities of its
population in an institutional context like the one in
question will make it possible, among other things:
i) to tackle the problems of poverty, food insecu-
rity and local environmental deterioration with a
more exact knowledge of the nature of the most
pressing needs and the most critical constraints;
ii) to generate and mobilize local saving in order
to channel it towards local projects;31
iii) to generate projects for investment in produc-
tion and social infrastructure to break bottlenecks that
are hindering the formation of virtuous urban-rural
circles;
iv) to integrate fragmented markets, by strength-
ening the regional market networks, especially whole-
sale markets, and thus simplifying the process of
bringing together buyers and sellers in the same place
and reducing transaction costs (UNDP/UNCHS, 1995);
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29 Even though these bases may be of an embryonic nature, they
should be made sufficiently flexible to permit their subsequent
modification in the light of experience.
30 The cost of information processing and computing capacity
has gone down by a steady 30% per year in real terms during the
last three decades. In contrast, the cost of one of the goods most
affected by technical progress in the first industrial revolution
–cotton textiles–  went down by  approximately  3.4% per year
from the late 18th century to the early 19th century (OECD,
1988, p. 37).
31 In many countries of the region, remittances from former local
residents who have gone to work elsewhere or even abroad are a
by no means insignificant source of resources which could be
channeled into local saving systems.
v) to take more specific account of the nature
of the needs in respect of training and technologi-
cal progress both in agriculture and among local
small-scale industry, which is often only at an in-
cipient stage;
vi) to give access to information,  especially
that which helps to improve strategies for obtain-
ing employment and income, since the absence of
information, or shortcomings in it, increase the
danger of faulty resource allocation or of missing
or overlooking existing opportunities. This aspect
is particularly important in view of the consider-
able weight of work away from the farm in the
family economy;
vii) to satisfy specific demands regarding envi-
ronmental problems affecting the locality; and
viii) to form a suitable space for the participation
of society at large and for the public agents to render
accounts to the population they serve.
Although it is generally considered that the
above advantages are perfectly reasonable, there are
no generally applicable proposals on how to generate
processes of institutional change which will secure
the desired effects in each particular case. There does
seem to be general agreement among the various
authors regarding some of the basic conditions that
need to be met if the decentralization process is to
live up to expectations. Among these conditions are
the existence of democratically elected authorities, a
society with representative organizations, and trans-
parency in public management which obviates clien-
tage, corruption and rent-seeking. Although the
whole set of these conditions is unlikely to be satis-
fied in absolute terms, there is nevertheless no doubt
that the further the actual conditions of each country
are from them, the less likely it is that decentraliza-
tion –if adopted– will fulfil the objectives of rural
development.
In general, paradoxical though this may seem, in
the present phase of the democratic development of
many Latin American countries the central govern-
ment plays a key role in decentralization. This is not
only because in order to achieve this objective the
government must naturally delegate some of its
authority to subnational bodies and grass-roots or-
ganizations, but also because it must, in addition, ob-
viate the misuse of funds, avoid the fixing of
priorities by a handful of powerful interests, and pre-
vent funds from being squandered on pointless initia-
tives by inexpert or corrupt local officials.32 Some-
times, the central government must pressure the local
levels of government through its subnational bodies
to set in motion processes of real participative decen-
tralization, as noted in the case studies analysed by
Tendler: “In so far as the Ceará cases involved decen-
tralization, they revealed something very different
from the processes of the unidirectional transfer of
authority from the central to the local level depicted
in the typical stylized versions of decentralization.
Surprisingly, the central government took away
authority from the local level even though, ulti-
mately, its actions helped to strengthen local author-
ity” (Tendler, 1997, pp. 146-147).
3. Absence of pre-established ways of
decentralization
Finally, we will refer to the difficulty of laying down
general rules that will make it more or less feasible to
generate decentralized and participative structures.
De Benedicty33 rightly noted that in spite of the
growing recognition in the economic literature of the
importance of institutions, the results of the studies
made in this respect have not progressed beyond the
analytical level –how certain institutions arose and
their economic and social impact– to the normative
level of determining, for a given situation, the
specific forms of the institutional matrix which will
ensure the achievement of given economic and social
objectives.
In other words, it is not possible to determine a
priori the mechanism whereby a satisfactory decen-
tralization process can be generated and developed,
or the extent to which authority should be delegated
or not in such areas as the imposition and collection
of taxes, autonomy in expenditure, locally decided
investments and projects, regulations regarding the
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32 Hommes (1995, p. 337) notes that the Colombian Constitution
lays down that a portion of current revenue must be allocated to
the departments and that the latter must share a percentage of
these resources with the municipalities. The use of these funds is
regulated by law, with fixed percentages being assigned to the
different functions. Some critics hold that the controls under this
system are excessive in that they limit decentralization, but the
rigidity of the controls can, however, obviate misuse of funds
and prevent them from being squandered on pointless initiatives
by inexpert or corrupt local officials.
33 In a manuscript comment on a preliminary version of this
paper.
environment, trade and transport, etc.34 It comes as no
surprise that, among the conclusions of a recent Con-
sultatory Meeting on Decentralization it was noted
that in so far as decentralization depends on many
national and local factors, such as the legal frame-
work, the political system, the density of civil society,
the degree of national cohesiveness, etc., there is no
single way to decentralization, so that it is necessary
to be on one’s guard against simplistic models and
excessively categorical predictions on the ways to de-
centralization and its subsequent effects.35
Notwithstanding the foregoing, the greater or
lesser feasibility of a participative decentralization
process for a given area or region would appear to
depend on the degree of concentration of the habitat,
the degree of homogeneity of the social groups, their
levels of organization, and the quality and coverage
of the infrastructure. Generally speaking, this process
will be more viable in concentrated habitats with a
relatively homogeneous and organized population
and a reasonable level of local infrastructure, while it
will run into serious difficulties –if indeed it manages
to function at all– in dispersed habitats with a hetero-
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